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PREFACE 



This is the first of three Rand Reports on performance contracting in educa- 
tion. The s.,udy is sponsored by the Assistant Secretary for Planr ing and Evaluation 
’,fth© United States Department of Health, Education and Welfare under Contract 
No. HEW-OS-70-156. 

This Report consists of two parts. The p-esent volume explores the basic issues 
and considerations in performance contracting. It is addressed to educational deci- 
sionmakers, particularly those griding loca 1 school districts. 

The second part is a technical addendum, The Performance Contracting Con- 
cept, Appendix: A Cr : *ique of the 7/ieovy (R-699/2). A survey of the state of the art, 
it summarizes a number of mathematical models that have been developed to ana- 
lyze contractual incentives, ar, J present: a Ciitique of the theoretical underpinnings 
?f performance contra' .ng. The appendix will be of more interest to theoreticians 
and model-builders than to decisionmakers. 

After tracing the evolution of performance contracting, the Report discusser 
the concept as it if currently being applied in education. This discussion is neces- 
sarily incomplete, since few programs have been completed at the tim p of publica- 
tion and little can be said about outcomes. A later Rand Repoit will amlyze the 
outcomes of some programs after 1970-7 1 results are available. 

The final Report will be a Performance Contracting Guide 1 . It wdl combine the 
concepts of the first Repoit with conclusions drawn from program results in the 
second to produce a general guide on how to plan, conduct, and evaluate perform- 
ance contracting programs. 

The focus of the ent ; re project is on decisionmaking. Local school officials and 
school board members, in assessing the usefulness of performance contracting for 
their districts, must observe and evaluate programs in other districts in light of their 
own schools' requirements. State and Federal officials must inform themselves about 
this new and rapidly expanding movement in American education. 

By analyxiog the basic decision' involved in applying the perfonnance con- 
tracting concept to educational services this Report takes an initial step toward 
making informed judgments possible. 



SUMMARY 



Performan;e contracting is a new and increasingly popular technique in ^du- 
catim. Many school districts now have performance contracts with private lea* ning- 
syst'm firms or groups of teachers. These contracts call for the education of desig- 
nated groups of students, whose measured achievement determines the amount cf 
the contract payments. The usual measure is the difference in the results of two 
forms of the same lest, given at the beginning and the end of the program. 

Performance contracting is only one of several arrangements school districts 
can use. There are two broad classes of contracts. Fixed contracts specify fixed 
payments for fixed outcomes; that is, the buyer contracts for very specific actions, 
and can refuse delivery and demand redress if the seller fails to perform them 
exactly as specified. Performance contracts allow for a range of outcomes and a 
corresponding scale of payments. These contracts are usually employed when the 
buyer has no tighJy defined idea of the action he wants performed, or the seller it 5 
uncertain of hfc ability to deliver. Both parties then agree that payment will be 
contingent on the achieved level of performance. 

Under either kind of contract, the buyer may further contract for either /*?- 
sources or results. A school district, for example, may contract for buses and drivers, 
or for the bussing of students; it may contract for teachers and books, or for student 
achievement. The distinction hinges on who exercises day-to-day authority over the 
endeavor and is therefore responsible for the outcome. 

In order to contract for results, the product or service the contractor is to 
furnish must lend itself to clear definition. Performance contracting has an even 
n.ore rigorous requirement: the contractor’s achievement must be objectively meas- 
urable. At present, moat educators agree on specification and measurement tech- 
niques for only a few subjects, notably reading and mathematics, to which most 
current projects are confined. Even for reading and mathematics, however, many 
educators are dissatisfied with present testing instruments. The future expansion of 
performance contracting is therefore very likely to depend largely on the develop- 
ment of more acceptable norm -re fere need and criterion- re fere need measures of 
achievement. 

Judging the 197J-71 programs will entail further difficulties. While most per- 
formance contracting programs are remedial, generally use on individuated a p- 
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proach to learnirg, and focus on reading and mathematics, they are far from uni- 
form. They are heterogeneous with respect to student populations, incentives, con- 
tractors’ backgrounds and approaches, program organisation, and objectives. Fur- 
thermore, all are experimental, and each school district has its particular objectives, 
socioeconomic setting, and constraints. Consequently, judgments of one program 
may not apply to others. For the same reasons, this study emphasizes that there is 
no universally preferable type of contract or arrangement a school district should 
adopt; the choice will depend , local circumstances. 

In view Oi these considerations, it is all the more urgent that careful evalua- 
tion of experience should constitute a vital part of the current performance contract- 
ing movement. This evaluation should take int-o account much more than the aca- 
demic achievement gains specified in the contract; it should take a bro.'d total' 
pr gram perspective. For one thing, a contract typically encompasses only a portion 
of the program. The cost and effectiveness of other aspects, such as schoc' district 
investment, feacher training, and outside support (if used) should be analyzed; so 
should important impacts that transcend student achievement — for example, 
changing attitudes of and relationships among students, parents, teachers, unions, 
school officials, and the electorate at large. 

No one is yet in any position to pass judgment on the efficacy of performance 
contracting in education. The extensive number and diversity of programs now 
under way, however, should provide enough evidence at the end of the school year 
to enable a plausible prognosis for the future of this technique. 
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I. INTRODUCTION 



During the 1969-70 school year, two school districts entered into performance 
contracts with educational firms; in 1970-71 this number is probably at least one 
hundred. The exact number cannot be ascertained, since new programs are being 
started through jut the year and many have received liitle publicity. Because these 
pilot programs could lead to a rapid and widespread adoption of the strategy, it is 
important to examine the performance contracting concept and its current appli- 
cations in education. 

Precise definition of performance contracting is a complex matter, and will be 
taken up in Sec. II. For the time beings we shall use the rough working definition 
that a performance contract is a covenant between a local educational agency (LEA) 
and a learning-system contractor (LSC) in which the LSCs payment is related to 
some measure of the academic achievement of the students in his learning program. 



ORIGINS OF PERFORMANCE CONTRACTING 

The performance contracting movement is the fa. ter child cf discontent with 
our educational system coupled with the governmental struggle to improve procure- 
ment procedures. 1 The public is concerned over the failure of the schools to provide 
training— particularly in reading — that will convert students into effective and pro- 
ductive citizens. The statistics are numerous and depressing. To illustrate, one- 
fourth of all students in the nation have major reading deficiencies, and more than 
three million adults are illiterate. 1 This is a national problem, but it is especially 
severe for culturally and economically disadvantaged student populations. 

Poor student achievement is nothing new; what is new is public awa^enesc of 
its consequences and the realization that neither increasing the Gross National 
Product nor spending more money on education is an automatic cure. At the same 
time, the public is demanding from the schools far more than first-rate teaching of 
the three Rs. Burkhart ably describes the schools* latest transit from frying pan to 
fire: 
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The schools, to their own astonishment, noware confronted with try- 
ing to save, through education, the poor, the physically and emotionally 
handicapped, and the culturally, socially and economically disenfran- 
chised of the nation. Those in a position of responsibility know that we 
are doing less than a creditable job of facing these difficulties in our 
schools, because our teachers and schools are not geared for dealing with 
the realities of our national problems However, these problems are the 
schools’ problems . . . J 

More important for performance contracting, the schools now get the blame 
when their students fail. In earlier days, learning was up to the student. If he failed 
to digest what the school offered, it was assumed that the fault lay in his laziness, 
lack of intelligence, or unwillingness to learn. Today the situation is reversed; many 
groups are demanding that schools somehow infuse all students with the skills 
necessary for the world of the 1970s. A landmark in this trend was the proclamation 
in 1969 by James E. Allen, then U.S. Commissioner ofEducation, ofa "national right 
to read.” 4 Every student, Allen said, should leave school with the skill and desire 
to read to the fill limits o 3 capacity, and public policy and action at both Federal 
and local levels should be directed to this goal. School systems have responded by 
searching for new methods to 3how their commitment to increasing student attain- 
ments, particularly among minority and disadvantaged students. Federal money 
has been made available to support such efforts. This new school climate has led to 
a search for educational innovations, and perfomance contracting has been seized 
upon as a promising candidate. 

Another impetus toward performance contracting has been exasperation with 
the slow pace of technological change in American public school education. Rapid 
evolution of institutions and procedures has become a way of life in America, but 
education is a notable exception. The classroom of today may or may not be architec- 
turally different from the classroom of thirty years ago; the usual classroom organi- 
zation, materials, and techniques, however, are remarkably similar. 

Educational research and development (R&D), despite a paucity of funds, has 
produced many prototypes of new equipment, techniques, and procedures. Typically, 
an innova f ion is developed, tested, and demonstrated under "field test” conditions. 
Then a report is written and quietly relegated to library shelves while public educa- 
tion gops on unaffected. 

Everyone involved with educational R&D, technology, or policy has been frus- 
trated by this resistance to change — most of all, the suppliers of educational equip- 
ment, materials, and services. Many of them have entered the educational market 
since I960, believing that their products ind services would benefit students and 
yield a profit to the firms. Because a major mprket for new educational technology 
has not developed, however, man) firms have been rethinking their marketing 
strategies, and have given much attention to a total-systems approach and guaran- 
tees to buyers. They, too, became ready for the performance contracting movement. 

A third strand in the pattern is the educational accountability movement. 
Taxpayers ere now notoriously loath to meet the requests of school officials for 
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resources; estimates of the failure rate for voter approval of school bonds and tax 
increases run as high as 75 percent And a typical attitude of public officials was 
expressed by Minnesota Governor Harold LeVauder when he complained that, 
’'We’ve doub) j 6 the expenditures for education in Minnesota but we ha ven’t doubled 
the quality.' 15 

One response by many education leaders, including executives for the U S. 
Office of Education, has been to try to develop programs to promote educational 
accountability. 6 The basic idea is that schools will be held responsible for educa- 
tional outcomes — that is, what the students learn. Performance contracting has 
seemed to a number of authorities to be one way to promote this aim. 7 Indeed, the 
notions of performance contracting and accountability have been so linked in the 
last few years that it is important to emphasize that they are separate but related 
concepts 

The final trend in the performance contracting movement has affected all 
governmental activities: the drawing away from traditional procurement tech- 
niques aod toward new and more systemoriented and output-oriented procedures. 
The new techniques, the developers hope, will lead to better analyses of the costs 
and benefits of< wernmental expend ur "s and provide contractors with more incen- 
tives for efficiency and innovation. This development nas antecedents in such di- 
verse sectors as water resource development and hospital insurance, and particu- 
larly in defense procurement. Consequently, in discussing perfor nance contracting 
in education we shall have occasion to refer to ex xmience in other areas. We shall 
particularly refer to experience in acquiring technologically advanced def use sys- 
tems, which includes substantial experience with many of the techniques now in- 
volved in educational performance contracting. 

In 1969 all these trends came together to produce the first performance con- 
tracts for educational services. Many people identify performance contracting with 
the features of the Texarkana project during 1969-70. This is a quite inappr priate 
identification, since many of the present programs bear little resemblance to the 
original Texarkana program. During 1970-71, school districts are applying the 
method in a variety of ways to achieve a variety of objectives. 

To be more specific, a performance contracting progam may involve a large 
profit-oriented business firm; it may involve advanced educational technology; it 
may involve extrinsic motivators for students and iachers; it may i volve an in- 
dependent educational evaluator or auditor; and it may involve many other ele- 
ments. On the other hand, it may involve none of these features. Performance 
contracting is not a program, but a method fur organizing programs. This method 
should not be confused with the specific ways in which it has been applied. 



OUTLINE OF THE STUDY 

The object of this Report is to explain the basic pertorniance contracting con- 
cept, to define and discuss the ba c ic issues involved in the decision to undertake a 
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performance contracting pregram for the education of public school students, and 
to place these issues in perspective. 

Section II discusses the definition and applicability of performance contracting 
for results. Four basic types of contracts are denned, with simple examples to demon- 
strate the us ;s, implications, and desirability of each type. Attention is on four basic 
considerations: product specification; risk; technologies and skills; and institutional 
and other local constraints. These considerations are then related to the selection 
of the desired type of contract for use in a particular situation. 

Section III takes up contracting for the education of public school students. 
The basic considerations outlined in Sec. II are dL :ussed in the context of the public 
schools and are related to the possibilities and attractiveness of performance con- 
tracting for stu lent achievement. 

The major points developed in Secs. II and III are illustrated in Sec. IV by a 
discussion of some of the currently (1970-71) operational performance contracting 
programs. Section V summarizes the Report. 

Because the educational application of the performance contracting concept is 
a reront phenomenon, this Report’s basic xmceptual discussions of the concept 
der e partly from sources outside the educational community. Much of this infor- 
mation is described in detail in the Appendix. A separately published addendum, 
The Performance Contracting Concept , Appendix: A Critique of the Theory (R-699 /2), 
summarizes the present state of the art of the theory of performance contracting. 



II. PERFORMANCE CONTRACTING 



Performance contracting is one of several contracting methods available to 
school districts in procuring goods and services. This section illustrates, usually by 
simple examples, the major contracting methods and the considerations involved in 
the use of each. Section III relates these elementals to contracting for the education 
of children. 



TYPES OF CONTRACTS 

A contract is a legal agreement between two parties in which one paity prom- 
ises to execute some specific act or acts in return for a consideration of value from 
the other. In most cases, if these acts are not performed exactly as specified, the 
buyer can refuse delivery and ask for redress. We shall refer to contracts of this type 
as fixed-outcome /fixed-payment contracts, or simply as fixed contracts. 

Other co ntractsaPow for a range of possible outer ties and a scale of payments. 
The outcome actually achieved determines the specific payment to be made. These 
contracts aie usually employed when the buyer has no tightly defined idea of the 
action he wants performed, or the seller is uncertain of his ability to deliver. Con- 
tracts in which the payment is contractually contingent on the level of performance 
—that is, in which a range of outcomes are acceptable and a variable payment 
schedule is specified — are referred to as performance contracts 

A legal entity such as a school district may contract for resources or it may 
contract for results That is, a school may contract for carpenters and bricks, 01 for 
a new building; for buses and drivers, or for the bussing of students; for teachers and 
books, or for student achievement. The crucial distinction is whether the school buys 
the resources and then directs their use to achieve some desired results, or whether 
it contracts directly for the results. In short, the crux is the allocation of authority 
over day-to-day operations. 

Under a contract for resources, the school procures the resources and then 
issues specific directions on how the work is to be accomplished, the resource combi- 
nations to be used, work rules, and the like. These directions may be constrained by 



contract provisions; for example, it may be stated that all work rules must comply 
with general union regulations. The school retains basic entrepreneurial and 
managerial control, however. 

Under a contract for results, this control is typically bestowed on the contrac- 
tor, who is authorized to decide on work procedures and resource combinations. 
Again, the contract may establish general rule?, such as that all employees must 
belong to a union or that the contractor must take affirmative action against racial 
discrimination. Obviously, the school’s control is much less under a contract for 
results. 

Both fned and performance contracts may be drawn up for either resources 
or results A performance contract for resources usually makes payment contingent 
on the quality of the resources delivered. For example, a contract for fuel oil may 
provide for differential payments depending upon the grade of fuel delivered; and 
teacher contracts sometimes award bonuses or pay raises to teachers who assume 
extra duties or who take special courses.Under a performance contract for results , 
payment is usually contingent on the quantity or quality of the results. For exam- 
ple, when a school district contracts with an educational firm to teach children to 
read, the payment scale is usually indexed on the children's gain in reading ability. 

Other “mixed” types of contracts are sometimes encountered. One form in 
particular warrants discussion: occasionally, a contract calls for the provision of 
resources but bases the fee on some index of results. For example, a school dist rict 
may purchase reading textbooks under the provision that a portion of the payment 
will be based on the reading achievement of students who use the texts. Such a 
contract may be called a mixedperformance contract The seller is required to stand 
behind the results achieved with his product, but since he has little or no control 
over this achievement, such contracts are rather rare. 



PRO GRAM /PRODUCT SPECIFICATION 

Selecting the proper type of contract can be very difficult. In some circum- 
stances, certain types of contracts will simply not be feasible; in others, many or all 
types will be possible, and the problem is to determine the most appropriate one for 
the situation. The two major restrictions on contract selection deal with the specifi- 
cation of the product. 

The feasibility requirement in contracting for results is that the product must 
lend itself to clear definition. Whether he is contemplating a fixed or a performance 
contract, the buyer must be able to specify the desired results in simple, straightfor- 
ward terms to a prospective seller. These terms must also be meaningful to a 
knowledgeable third party so that, if a dispute arises, he can determine whether the 
contract terms have been fulfilled or not. In purchasing books or equipment or even 
build) ngB, the school is usually able to describe exactly the product it is after. Such 
procurements as the purchase of administrative services are not so easy. Typically, 
a school administrator is hired to “administrate.” Most school boards belie w. they 
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can judge the qualifications of a prospective administrator and list the functions he 
is to perform. It is usually extremely difficult if not impossible, however, for them 
to agree on an explicit, objective method for measuring his performance. Conse- 
quently, contracts between school districts and administrators are usually simple 
employment contracts; that is, they are fixed contracts for services or resources. 
Administrators can still be "held accountable,” of course, with their efforts and 
results evaluated in subjective terms. These evaluations are necessary considera- 
tions in contract renewal proceedings but they are seldom, if ever, sufficiently spe- 
cific t.o be useful in assessing a contract for results. 

Performance contracting entails a more specific and stringent feasibility re- 
quirement: over and above clear definition, ihe contractor’s actions — his perform- 
smee — must be objectively measurable. This applies whether the contract is for 
resources or results. The quantity and quality of resources are almost always readily 
measurable; measuring results is often difficult. Many products that can be specified 
cannot be scaled. For example, a school can contract for the provision of ford services 
either by specifying menus or by specifying general requirements of nutritional 
value, diversity, attractiveness, tastiness, and scheduling. But neither of these prod- 
uct descriptions, with the possible exception of nutritional value, is amenable to 
scaling and measurement. Other tasks performed in the school, however, such as 
student bussing and the teaching of typing and shorthand, yield products that have 
long been commonly expressed in readily measurable units. 

In sum, school districts may choose among four major types of contracts to 
procure goods and services: fixed or performance contracts for resources, and fixed 
or performance contracts for results. A fixed contract for results is feasible only if 
the LEA can explicitly and objectively specify the results it desires. A performance 
contract for results requires, in addition, that the LEA be able to scale the results 
it is after, so that "more” "less” become meaningful and measurable concepts. 



SELECTING A CONTRACTING METHOD 

The school district’s choice of contracting method will depend on four factors: 
risk; relative advantages of the LEA and the potential contractor with respect to 
technology and management skids; institutional constraints; and any other intangi- 
ble considerations that may apply. How these factors interact to determine the typj 
of contract can best be explained by illustration. Student bussing is a good example. 
'Typically, the task is to transport some number of students from some number of 
pickup locations to and from school, arriving at and departing from the school at 
certain times, for a certain number of school days. The major inputs are buses, 
drivers, time, service and maintenance, and management, and the output is the 
on-time pickup and deliver> of the students. The inputs are easily measured, and 
simple measures of the output can be constructed, such as the number of days 
delivery is accomplished, the percentage of the students delivered each day, and the 
late ness of delivery (say, in minutes). The problem facing the school officials ij how 
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to contract for this operation. As we have described it, the school is able to consider 
either a fixed or a performance contract for either resources or results. 



Risk 



Risk is present in the bussing operation in several forms. Machinery is subject 
to random failures that can cause operations to be delayed or even cancelled. So are 
drivers; they can be tardy or sick and they can commit errors of judgment. In seme 
_reas of the country, the weather is an important and extremely variable factor. In 
addition to these factors, all relating to the success of the bussing one ration, the form 
or level of the operation is itself usually uncertain. The school will always desire to 
have "all M of its eligible students transported, but the number of students ai:d their 
locations may change over the course of the year. 

Both parties to the contract will have at least an informal budget; that is, each 
will have some funds directly available for bussing operations, and other muries 
that can more or less easily be reallocated to bussing activities if the need anses. 
Each will also have some more or less attractive alternative uses for the budgeted 
bussing funds. Furthermore, each party will have some preference, determined by 
the availability and alternative uses of funds as well as by many other factors, for 
stability in its finances and operations. Some groups desire to completely specify 
sources and usages of funds at the beginning of the budget period, while othes prefer 
some degTee of flexibility. 



Relative Technologies and Management Skills 

The technical and managerial skills available to the school and the prospective 
contractors may be identical or they may differ greatly. If they differ, it is usually 
because of specialization or economies of scale. Consider two cases. In the first case, 
the prospective contractor is a loosely organized 'probably part-time) firm set up to 
handle this specific bussing operation. There may be no reason to believe it would 
be superior to the school in technical skill or management expertise, or that it could 
acquire any better equipment than the school could. In many situations of this kind, 
the option open to the school is between cont acting with the firm or hiring most 
or all of the frame personnel to operate the school’s ovm bussing program. 

At the other extreme, the school may have the option of contracting with a 
large, well-established company that specializes in bussing services and has many 
employees who are well versed in blissing procurement, maintenance, operation, 
and management. Furthermore, this company probably has many bussing con- 
tracts, bo that its personnel cai be specialists md its equipment can be spec:alized, 
while still being scheduled and utilized efficiently. Such a firm is probably much 
better at bussing than the school could possibly be; that is, it can probably provide 
a specified bussir g service cheaper than the school can or, for the same amount of 
money, can provide better service. 
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Institution?' Considerations 



Institutional factors may also restrain (or aid) the operations of either party. 
All organizations operate in an institutional, legal, and political environment that 
may profoundly affect their operating procedures and capabilities. Favorable per- 
sonnel policies may aid th^ school in recruiting bus drivers, while a bussing firm rnay 
face strict union rules. In some cases, state laws may flatly foi bid a school to contract 
for bussing services. In other states, local political ser timent about the "free enter- 
prise system” may prevent, the school from running its own buses. 



Other Considerations 

Finally, contract decisions may be influenced by wholly rational but nonquan- 
tifiable considerations. Some organizations deem it desirable to develop an "in-house 
capability,” and may be willing to put up with short-run disadvantages or inefficien- 
cies associated with contracts for resources in order to increase their own long-term 
potential. In other situations the same organizations may believe they can enhance 
their long-term potential more by contracting for results and then closely observing 
the contractor’s methods and technologies. Sometimes a school district may decide 
that, ever though it might be somewhat less expensive to contract for resources, it 
would be advantageous to let a contract for results and not be involved in managing 
the operation. This can be a very rational decision if such involvement would inter- 
fere in any way with the district’s other duties. 



TRADEOFFS IN CONTRACT SELECTION 

Contract negotiations resolve three major issues: 

1. DecisionniaWng authority. When a school contracts for resources, the 
school retains authority over tho operatic ; when it contracts for results, 
this authority resides in the contractor. 

2. The decisionmaking time pattern. In a hxed contract for either n«ources 
or results, all decisions relevant to the contract are made during negotia- 
tion. In a performance contract, some decisions can be deferred. 

3. Pricing, or the determination of the relationship between the acUs) the 
contractor is to perform and the payment he is to receive. 

In practice, these issues are usually resolved in two steps. The selection of a 
contract type resolves the first two, and then the negotiation of specific terms re 
solves the third. These issues should never be resolved independently. Further 
development of the bussing example will illustrate that these issues are highly 
interdependent and must be jointly resolved by considerations involving the afoie- 
mentioned factors of risk, technologies and skills, institutional constraints, and 

9 



19 - ■’ 



other benefits and costs. We begin with a very unrealistic case in which no risk 
whatever is present in the operation. 

In a world cf complete certainty, contractual issues could be resolved solely on 
the basis of financial preferences and technical and institutional advantages. There 
would be no reason to defer any decisions, and the schools desire fc/ financial 
stability would undoubtedly result in the selection of a fixed contract with both 
product ana cost firmly specified at the beginning of the school year. The school’s 
choice between contracting for resources or results would depend simply on the 
technological and institutional advantages under the two approaches and the result* 
ing costs of the bussing operation. Simple situations of this type are exceedingly 
rare, however. Usuaily, at least a moderate amount of risk is inherent in any 
operation, ana its presence multiplies the tradeoffs that must be considered. 

The presence of risk, whether it is in the form of uncertainty regarding the 
number of students to be transported, the number and location of the pickup points, 
the technology, or whatever else, significantly degrades the desirability of a fixed 
contract. 

Fixed Contracts for Resources 

A school that negotiates fixed contract* for bussing resources must specify (at 
the beginning of the term) the types and quantities of resources it desires. It then 
knows its costs for the year. The risks in the bussing operation, however, prevent 
the school from knowing what the effectiveness of these resources will be. For 
example, bad weather or breakdowns can delay or prevent the delivery of students, 
or an increase in the number of stcdents to be transported can seriously degrade the 
transportation of all students. On the other hand, if th^ busses turn out to be 
extremely reliable or if a large number of students transfer out of the district, the 
school may find itself with an excess of transpoitation resources. 

Hence, if the school clings to fixed contracts for resources, it faces a tradeoff 
between the types and levels of resources to purchase, and consequently their cost, 
and the expected level of service they will provide. If the school places a high value 
on having all of the students arrive at school on time every day, it will have to 
contract for a liberal amount of high-quality resources. If it3 budget is tight, on the 
other hand, it will have to settle for a lesser amount of resources and less reliability. 
The school’s perception of the amount of risk present will determine its concern with 
this tradeoff, and the school’s relative valuation of funds and operational stability 
will determine the final selection. If it views the tradeoff as highly significant, 
however, the school may desire not to make a final, firm selection at the beginning 
of the term. One way to defer this decision is to use performance contracts for 
resources. 

Performance Contracts for Resources 

T n this context, performance contracts for resources can most easily be 
thought of as contracts for buses and drivers that allow the school to select the level 



of these resources that it desires on a monthly, weekly, or even a daily basis, with 
payments varying accordingly. With contracts of this type, the school is able to alter 
the level of bussing service and its cost as time passes. Whenever an unexpected 
event occurs, the school is able, if it so wishes, to change its level or intensity of 
operations. This flexibility comes at a price, however. The school will typically be 
forced to pay more for any given level of resources when it has the option cf choosing 
and changing this level as time passes than it would have to pay if the level were 
fixed for the entire year. The school is shifting the burden of uncertainty onto the 
contractor, who will charge something for accepting the risk. 

Stated conversely, the contractor would be willing to pay a premium (accept 
a lower price) for knowing at the beginning of the term what will be required oi’him 
throughout the term and being able to plan accordingly. 

In considering a shift from fixed to performance contracts for resources, then, 
the school must evaluate the benefits it would receive from being able to alter the 
level and intensity of its bussing operations over time against the additional costs 
it would incur. 



Fixed Contracts for Results 

Contracting for results is another way to cope with uncertainty. As mentioned 
previously, if the product can be specified, the school can consider contracting for 
results, and we suggested several output dimensions that could be specified in a 
student bussing operation. If the school is wining to specify acceptable levels of these 
output dimensions, it can negotiate with potential contractors. 

The school determines the amount of risk it transfers to the contractor by 
specifying the output. If the contract states that all students will be d?liv->red to 
school by 8 a.m,, the school has essentially transferr<*d all of the risk and the 
contractor’s bid price will reflect this fact. If, on the other hand, tardiness will be 
allowed up to twelve days a year without affecting the contract, the contractor’s risk 
is significantly less and his price will be lower. The school gets a lower price by 
relaxing its requirements, but it assumes more risk of the students not being deliv- 
ered. Once again, the fundamental fact is clear: the school can transfer risk only if 
it is willing to pay a risk "premium.” As with contracting for resources, it must 
eva'uate the basic tradeoff between level of service and cost. 



Performance Contracts for Results 

In contracting for resources, it is often possible to reduce risk by deferring 
certain decisions— that i3, by shifting from fixed to performance contracts. An analo- 
gous situation exists in contracting for results. In a fixed contract for results, the 
product specifications and the payment to be made (which will reflect the contrac- 
tor's risk at that particular levels are determined at the time of contract negotia- 
tions. 

If the school is willing to accept a variety of levels of service with a correspond- 
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ing scale of payments (a performance contract for results), it can expect the contrac- 
tor to be willing co accept a lower price for any given level of service than he would 
under a fixed contract— he will not be in default if he fails to achieve a particular 
level of service. The school "pays” for the lower prices by giving up its ability to 
specify the level of service that will be delivered. Performance contracting for re- 
sults has advantages and disadva .tages for both parties, then , as do all of the other 
types of contracts. 



SUMMARY 

Toese examples have illustrated the various types of contracts, the feasibility 
of using each type, and how various considerations interact to determine the most 
appropriate type for a particular situation. 

Four basic types of contracts can be used to procure goods and services: fixed 
and performance contracts for resources, and fixed and performance contracts for 
results. The basic distinction between contracting for resources and contracting for 
results is whether the school or the contractor will have authority over the day-to- 
day operation of the project The basic distinction between a fixed contract and a 
performance contract is whether a single outcome and payment are specified, or 
whether a range of acceptable outcomes and corresponding payments are allowed 
for. 

There are two fundamental restrictions on a school’s ability to contract for 
results. A fixed contract for results requires that the desired results can be defined 
explicitly and objectively. A performance contract for results has the addition?] 
requirement that the school must be able to measure objectively the results it is 
after; that is, "more” and "less” must be meaningful and measurable concepts. 

Choice among the four types of contracts depends on the nature of the opera- 
tion. The basic considerations are risk, relative technologies and management skills 
between school and contractor, institutional consideration", and any other intangt 
ble factors that maybe present. Two generalizations concerning contract preference 
are possible. First, the greater the technological and managerial advantage of the 
prospective contractor over the school, the greater the advantage of a contract for 
results over a contract for resources. This advantage may be offset, however, by 
institutional or sociopolitical considerations. Second, the greater the ri^k in a pro- 
ject, the greater the advantage of a performance contract over a fixed contract. 

These generalizations are directly applicable to contracting for student 
achievement. A performance contract for results is most appropriate when (11 the 
desired results can be quantitatively measured and scaled, (2) the school believes the 
contractor has some technological, managerial or institutional advantage in achiev- 
ing the desired results, and (3) the risk inherent in the operation is too great to allow 
the use of a fixed contract for results. 
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III. CONTRACTING FOR STUDENT ACHIEVEMENT: 
GENERAL CONSIDERATIONS 



A school district interested in setting up a peiformance contracting program 
should consider how the factors discussed in Sec. II apply to its own local circum- 
stances. It will also be informative to examine the arrangements made by a variety 
of American school districts in pursuit of a diversity of objectives, which is the 
subject of Sec. IV. P irst, however, we should be aware of the unity underlying this 
diversity; th ; s sec ion reviews some of the major considerations that apply to nearly 
all programs. 



EDUCATIONAL COAIS AND OBJECTIVES 

It is not ea c .y to specify the objectives of an educational program, whether 
conducted by the school or by a contractor. One of the first problems is to distinguish 
clearly between the broid societal goals to which the school endeavors to conti ibute, 
and the narrower objectives of an educational program or even a single class within 
a school. 

What appears r* first glance to be a hairsplitting semantic distinction actually 
touches on a key point in icgard to performance contracting. A goal is a broad 
statement of direction and is not concerned with a particular achievement within 
a specified time period. An objective, in a contract, is a desired accomplishment that 
can be attained within a given time and under specifiable conditions. The attain’ 
ment of the objective should advance the system toward a corresponding goal. 

Perhaps there was a time when schools could afford a relaxed attitude toward 
this matter, nodding in agreement with a set of lofty but abstractly stated goals 
while concentrating on the sole task of teaching reading, writing, and arithmetic, 
If so simple a time ever existed, it has vanished. The twentieth century has gener- 
ated a tremendous increase in the depth and breadth of the responsibilities assigned 
to American public education. Even the goah, while still lofty and broadly stated, 
have altered to reveal a more pointed concern with some of the special problems that 
afflict our urbanized and more populous society. It is interesting to compare two seta 
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